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Outsourcing and Insourcing Jobs in the U.S. Economy: 
Evidence Based on Foreign Investment Data 

Summary 

The impact of foreign direct investment on U.S. employment is provoking a 
national debate. While local communities compete with one another for investment 
projects, many of the residents of those communities fear losing their jobs as U.S. 
companies seek out foreign locations and foreign workers to perform work that 
traditionally has been done in the United States, generally referred to as outsourcing. 
Some observers suggest that current U.S. experiences with outsourcing are different 
from those that have preceded them and that this merits legislative actions by 
Congress to blunt the economic impact of these activities. Other observers argue that 
investing abroad by U.S. multinational companies impedes the growth of new jobs 
in the economy and thwarts the nation’s investments in high technology sectors. 
Some opponents also argue that mid-career workers who lose good-paying 
manufacturing and service- sector jobs likely will never recover their standard of 
living. 

Economists and others generally argue that free and unimpeded international 
flows of capital have a positive impact on both domestic and foreign economies. 
Direct investment is unique among international capital flows because it adds 
permanently to the capital stock and skill set of a nation, but it also challenges the 
general theory of capital flows because of the presence of strong cross-border and 
intra-industry investment. Supporters contend that to the extent that foreign 
investment shifts jobs abroad, it is a minor component of the overall economic 
picture and that it is offset somewhat by the investment of foreign firms in the U.S. 
economy (referred to as insourcing), which supports existing jobs and creates new 
jobs in the economy. 

Broad, comprehensive data on U.S. multinational companies generally lag 
behind current events by two years and were not developed to address the issue of 
jobs outsourcing. Many economists argue, however, that there is little evidence to 
date to support the notion that the overseas investment activities of U.S. 
multinational companies play a significant role in the rate at which jobs are created 
in the U.S. economy. Instead, they argue that the source of job creation in the 
economy is rooted in the combination of macroeconomic policies the nation has 
chosen, the rate of productivity growth, and the availability of resources. This report 
addresses these issues by analyzing the extent of direct investment into and out of the 
economy, the role such investment plays in U.S. trade, jobs, and production, and the 
relationship between direct investment and the broader economic changes that are 
occurring in the U.S. economy. This report will be updated as events warrant. 
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Outsourcing and Insourcing Jobs in the 
U.S. Economy: Evidence Based on 
Foreign Investment Data 

Overview 1 

The United States is the largest foreign direct investor in the world and the 
largest recipient of such investment funds. 2 On a historical cost basis, or book value 
basis, the Department of Commerce estimates that by the end of 2006 U.S. firms had 
accumulated $2.4 trillion worth of direct investment abroad, compared with the $1.8 
trillion foreign investors had spent to acquire or establish businesses in the United 
States. 3 As Figure 1 shows, direct foreign investment flows increased sharply in 
2006. 4 



1 Data for this report were taken from the annual surveys conducted by the Bureau of 
Economic Analysis on U.S. direct investment abroad and on foreign direct investment in the 
United States. See U.S. Direct Investment Abroad: Operations of U.S. Parent Companies 
and Their Foreign Affiliates', and Foreign Direct Investment in the United States: 
Operations of U.S. Affiliates of Foreign Companies. Preliminary results appear in the 
Survey of Current Business generally 1 8 months after the end of the reporting calendar year, 
with the more detailed reports issued in the fall of that year. 

2 This is true on a historical cost, or cumulative position basis, but the sharp drop in foreign 
direct inflows after 2000 has meant that other countries have occassionally displaced the 
United States as the largest recipient of annual foreign direct inflows. 

3 Ibarra, Marilyn, and Jennifer Koncz, Direct Investment Positions for 2006, Survey of 
Current Business, July 2007, p 21. The position, or stock, is the net book value of U.S. 
parent company’s equity in, and outstanding loans to, their affiliates abroad. A change in 
the position in a given year consists of three components: equity and intercompany inflows, 
reinvested earnings of incorporated affiliates, and valuation adjustments to account for 
changes in the value of financial assets. The Commerce Department also publishes data on 
the U.S. direct investment position valued on a current-cost and market value bases. These 
estimates indicate that U.S. direct investment abroad increased by $320 billion and $808 
billion in 2006, respectively, to reach $2.9 and $4.4 trillion. Abaroa, Patricia E., The 
International Investment Position of the United States at Yearend 2006, Survey of Current 
Business, July 2007, p.10. 

4 The United States defines foreign direct investment as the ownership or control, directly 
or indirectly, by one foreign person (individual, branch, partnership, association, 
government, etc.) of 10% or more of the voting securities of an incorporated U.S. business 
enterprise or an equivalent interest in an unincorporated U.S. business enterprise. 15 CFR 
§ 806.15 (a)(1). Similarly, the United States defines direct investment abroad as the 
ownership or control, directly or indirectly, by one person (individual, branch, partnership, 
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